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Q3 Fiscal Year 2017

Net Income: $546M
« $412M more than budget and $26M below last year

Operating Revenues: $268M above budget
« Higher demand and fuel revenue

Operating & Maintenance Expenses: $122M favorable to budget
» Routine, Committed, and Project favorability

Interest Expense: $51M favorable to budget

* Lower debt rates and less reliance on debt
« Total Financing Obligations (TFO): $1.0B less than budget
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FY17 Warmer than Normal
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Q3 Summary Income Statement

$412M favorable due to operating revenue and lower expenses

$ million
Operating Revenue

Fuel & Purchased Power
Operation & Maintenance

Taxes, Depreciation, Other

Interest

Net Income (Loss)

FYTD 2017 FYTD 2016
Variance 17 v'16
Actual Budget Fav/(Unfav) Actual  Fav/(Unfav)
$7664 § 7,396 $ 268 $ 7,330 $ 334
2,300 2,170 (130) 2,112 (188)
2,159 2,281 122 2,086 (73)
1,642 1,743 101 1,720 78
1,017 1,068 51 840 (177)
$ 546 $ 134 $ 412 $ 572 $ (26)
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Q3 Summary Cash Flow Statement

TFOs were $1B favorable to budget, reflecting $681M of favorability FYTD 2017

FYTD 2017 FYTD 2016
$ million Actual Budget Variance Actual '17v'16
Cash Flow from Operating Activities $ 1979 $ 1,710 $ 269 $ 1,878 $ 101
Cash Flow used in Investing Activities (1,898)  (2,308) 410 (2,253) 355
Cash Flow from Financing Activities (80) 598 (678) 376  (456)
Net Change in Cash & Cash Equivalents 1 - 1 1 -
Ending Cash & Short-Term Investments $ 301 $ 300 $ 1 $ 301 $ -

Ending Debt and Financing Obligations ¢ 26,067 $ 27,116 $ 1,049 $26,423 $ 356
Statutory Debt 24215 25,264 1,049 24,351 136
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Q3 Summary (Results v. Plan)

Higher Demand Sales — warmer weather
Increased Fuel Revenues/Costs — higher gas prices and lower hydro

Lower Expenses — operating and maintenance, depreciation, and
interest

Lower Debt Balance — favorable cash flows resulting in less debt
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Background

« TVA has planned $300 million annual contributions to TVARS
« Contributions are planned for the next 20 years
* TVARS assets match or exceed liabilities at Sept. 30, 2036

Key assumptions:
— Liability assumes a 4.5% discount rate
— Assets return 7.0% annually with 10.5% volatility

- 50% confidence level
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Discussion Points

Current Fiscal Year 2017 financial position is strong

Forecasted favorability exists in Financial Plan (debt goal)

An additional pension contribution should be considered

Benefits:
- Improved confidence from 50% to 63% funded
- Reduces the number of years to 100% funded from 20 to 15 years
— (Can be pre-funding for future planned contributions

— Shields plan from future market declines

FINANCIAL UPDATE | 11 m



Recommendation

Make a one-time contribution of $500 million to the
TVA Retirement System in Fiscal Year 2017
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Our Mission and Strategic Imperatives

Why We Are Here How We Achieve
Sustainability
TVA Mission Strategic Imperatives
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From Imperatives to Plan

Rates
— Cover operations and service debt

Debt

- Financial Guiding Principles

Risk

— Prepare for adverse events

FY18 FINANCIAL PLAN AND BUDGET | 15 m



Progress Toward Financial Commitments

* Asset Investments Improving Fuel Costs
* Lower O&M Expense
« Completed Large Construction Projects

* Debt Reduction Next Priority
» Favorabllity Exists In Years FY21 to FY23
* Risks to Long-term Financial Health Remain




Energy and Peak

GWh Weather-Normalized Annual Energy*
170,000

CAGR -0.1%
156,736 FY17-20 ’
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130,000 -
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Operating Revenue

$ billion
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Asset Investments Improving Fuel Costs

Modern, Lower Cost Portfolio Fuel and Purchased Power Cost
MW Change since FY13 ¢/kKWh
3.0 -
Coal -4,503 MW
2.4¢
Gas 3,065 MW 2.0 - 1.9¢ 1.8¢
Nuclear 1,343 MW
T T 1 10 T T T T T T T 1
-5,000 0 5,000 FY13 FY14 FY15 FY16 FY17F FY18P FY19P FY20P
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Fuel and Purchased Power
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O&M Expense
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Headcount Trend

Headcount
14,000 -

12,610

12,000 -

10,041 10,027

9,913 9,905
10,000 -

8,000
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FY18-FY20 headcount figures reflect a 2% vacancy factor
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Capital Expenditures

$4 -
$ billion
$3
$2 Environmental/
Other
Capacity
Expansion
$1
Base
$0
FY13 FY14 FY15 FY16 FY17F FY18P FY19P FY20P FY13-20 Total
Base $ 07 $ 0.8 $ 1.0 $ 1.0 $ 1.1 $ 1.0 $ 1.0 $ 1.1 $ 7.7
Capacity Expansion 1.1 1.3 2.0 1.5 0.8 0.7 0.6 0.5 8.5
Environmental/Other 0.4 0.6 04 0.5 0.5 0.4 0.5 0.3 3.6
Total Capital $ 2.2 $ 2.7 $ 3.4 $ 3.0 $ 2.4 $ 2.1 $ 2.1 $ 1.9 $19.8

Capital Expenditures include AFUDC, ARO/Decommissioning, Kingston Ash Cleanup and Bellefonte Regulatory Asset SpendFY18 FINANCIAL PLAN AND BUDGET | 23 m



Revenue Requirements

$ million FY17B FY18P FY19P FY20P
Revenue Forecast
Fuel 3,008 2,953 2,868 2,829
O&M 2,966 2,958 2,747 2,769
Base Capital 1,118 1,020 1,048 1,078
Interest 1,426 1,382 1,407 1,378
Tax Equivalents 494 510 512 522
Debt Paydown 1,328 1,439 1,722 2,024
Other (120) 110 229 117
Total TVA Revenue Requirements $10,220 $10,372 $10,533 $10,717
Base Revenues 7,226 7,349 7,407 7,434
Fuel Revenues 2,802 2,828 2,732 2,686
Rate Action Revenues 192 195 394 597
Total Electric Revenues $10,220 $10,372 $10,533 $10,717
Surplus / (Shortfall) - - - -
Strategic Capital 1,702 1,112 1,074 825
Cash on Hand - - - -
Debt Paydown (1,328) (1,439) (1,722) (2,024)
Change in TFO $374 ($327) ($648) ($1,199)
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Risks to the Plan Remain: $Billion+

Unfunded Pension Liability
Loss of Load and/or Customers
Aging Infrastructure

Large Asset Event

Industry Issue

Asymmetric Financial Risk
Litigation

New Regulation/Compliance

FY18 FINANCIAL PLAN AND BUDGET | 25 m



Balancing Rates and Debt
Favorability and Flexibility Beginning in FY21
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Maintaining Low Rates

Wholesale Rate (¢/kwh)
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Debt Reduction Next Priority

FY 13 Budget Revenue Requirement FY 18 Budget Revenue Requirement
Revenue Wholesale Rate Wholesale Rate Revenue
($ billion) (¢/kWh) (¢/kWh) ($ billion)
$11.3 6.85¢ 6.75¢ $10.4
1.3
Interest $ 0.81¢ 0.90¢ $1.4
Debt Service $1.4 Reduce Debt to $21.8B
0.94¢ $1.4
Tax Equivalents & Other? $0.3
Base Capital $0.7 0.40¢ $0.6
0.66¢ $1.0
O&M $3.7

AllBU’s Top Quartile $3.0

Power 30 el
Purchased Power Near Top Decile 1.92¢ $3.0

. . . 2
1Tax Equivalents & Other for FY13 excludes adjustment for pension expense FY18 FINANCIAL PLAN AND BUDGET | 28 m




Retail Rate Competitiveness

Compared to Regional Peers - May 2017 Among Top 100 U.S. Utilities - May 2017

12 4
¢/kWh
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Summary

Incremental fuel cost savings

Incremental O&M efficiencies

Provides $2.1 billion in new capital investment

Includes $195 million effective rate increase

Achieves debt reduction goal

FY18 FINANCIAL PLAN AND BUDGET | 30 m



Tax Equivalents

Section 13 of the TVA Act requires five percent of TVA's gross
proceeds from power sales™ to be redistributed as tax equivalent
payments.

The payments to states are determined by the following criteria:

» 50 percent from the state’s book value of TVA power properties compared
to TVA’s total book value of power property

« 50 percent from the state’s power sales compared to total TVA power
sales

*excluding federal sales, off-system sales, and power used by TVA

FY18 FINANCIAL PLAN AND BUDGET | 31 m



Tax Equivalent Payments by State

($ million)

State
Tennessee
Alabama
Mississippi
Kentucky
Georgia
North Carolina
Virginia
lllinois

Total Payments

FCA Timing

Total Expense

FY16

$352
94
40
35

$535

(13)
$522

FY17

$344
87
39
34

$517

$526
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Recommendation

Approve the following:

* FY18 Budget

— Includes Contracting Plan for Fuels and Purchased Power, and Distributed Energy Resources
+ $3.0 billion of long-term bonds
 Projects over $50 million
* Land Condemnations
* Regulatory Accounting
» Final FY17 and begin estimated FY18 Section 13 Tax Equivalent Payments

+ Rate Adjustment of $195 million effective October 1

FY18 FINANCIAL PLAN AND BUDGET | 33 m
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Economic Development

Jobs Capital Investment
FY 2011 43.000 $4.9 billion

FY 2012 48,000 $5.9 billion

FY 2013 52,000 $5.0 billion
FY 2014 60,300 $8.5 billion
FY 2015 76,200 $7.8 billion
FY 2016 72,100 $8.3 billion
FY 2017 64,800 $7 .4 billion

thru July

Total 416,400 $47.8 billion
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Mission to Serve

Energy

Delivering affordable,
reliable power

Maintain low rates

reliability

Environment expectations o Be
Caring for our region’s & provide a "- perORv AR Stewards! responsible
natural resources : stewards

balanced
— portfolio

Economic Development

Creating sustainable
economic growth

Live within our means




Our Strategic Imperatives
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Strategic Pricing Plan

The proposed rate change would -“ |
not produce additional revenues for | o
TVA ]
It would update how we structure

power rates — how we calculate
them — so that power prices are
better aligned with power system
costs




Energy | Environment | Economic Development
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Base-load Power
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Generating Resources
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Bull Run

Celebrating

o0

YEARS
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Gallatin

Continuous
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Operation
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PRESIDENT'S REPORT | 46 m



Air Quality Equipment
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Paradise Dedication

Paradise




Browns Ferry
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Solar Share

il
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Reservoir Operations
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Land Management Plans
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Public Input
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Fiscal Year 2018 Performance Goals

Approve scorecards for:

* Annual Incentive Program (Winning Performance)
Designed to promote teamwork, create a high performance culture,
and motivate and reward all eligible employees for achieving goals

* Long-Term Incentive Plan (LTIP)
Designed to support achievement of long-term strategic goals



FY18 Winning Performance Design

» Corporate multiplier between O and 1.0

« Board defines key performance measures aligned to strategic
imperatives

» Board / CEO qualitatively assess performance compared to target to
determine final multiplier

* CEO establishes Business Unit scorecard

« Board continues to use judgment in all aspects of corporate
performance




Winning Performance Scorecard Overview

FY18 Corporate Multiplier
Aligns to People, Financial, and Stewardship Strategic Imperatives Outlined by Board

Measure Target

Safe Workplace o — 0 ———o

Financial Health

Operating Cash Flow €———— Budget —¢
Net Income €———— Budget ——@
Total Financing Obligations €—— Budget ————@
Jobs Created / Retained —— 65000 ——¢
Board Level Significant Events & — 0 ———o

Note: Corporate Measures include only a target; CEO / Board will assess performance above or below target




Long-Term Incentive Plan (LTIP)

FY20 LTIP Cycle Scorecard:

Measures include:
* Wholesale Rate Excluding Fuel
* Load Not Served

« External Measures Index:
— INPO Index
— Media Tone
- Stakeholder Survey
— Customer Loyalty
— Board Level Significant Events




2020 LTIP Scorecards

Measure Weight Threshold Target Stretch

Wholesale Rate Excluding Fuel
(FY18 — FY20 avg.) 40% 5.14 5.04 4.94

Load Not Served

(FY18 — FY20 avg.) 30% 4.8 4.0 3.6
External Measures
(FY18 — FY20 avg.) 30% 81.6 89.4 97.1




Revision to 2018 LTIP Scorecard

* The INPO index is part of the External Measures calculation
 INPO will not include performance data for Watts Bar Unit 2 for FY18

 The target for the 2018 External Measures is revised to reflect the new
calculation to the INPO Fleet Index and the respective External
Measures composite

External Measures Weight Threshold Target Stretch

2018
(FY16 - FY18 avg.) 30% 80.0 89.0 95.5




Recommendation

FY18 Winning Performance

* Approve Strategic Measures and targets in corporate
multiplier

Long-term Incentive Plan
« Approve LTIP 2020 Cycle scorecard and targets

» Reapprove LTIP 2018 Cycle scorecard revised for INPO
measure which excludes Watts Bar Unit 2




Dental Adr
ContraCi 8

SUE COLLINS
Chief Human Resources




Purpose

* Request Board approval to award a contract to
Delta Dental of Tennessee (Delta) for dental plan
administration




Background

» Existing contract with Delta for dental plan
administration expires December 31, 2017

« Request for proposal was issued to five potential
bidders

* [Four proposals were received and evaluated by a
cross-functional team, including TVA and an
Independent benefits consultant




Background

» Delta was the best overall proposal, receiving the
highest technical score and providing the lowest
total cost

« Delta’s performance and service have resulted in a
high satisfaction level

« No disruption in services will be experienced




Recommendation

* Request Board approval to award a contract to
Delta Dental of Tennessee (Delta) for dental plan
administration
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Knoxville Office Complexaia |

MIKE SKAGGS
Executive Vice President

Operations




Purpose

Align real estate assets to core business goals

Consolidate Knoxville-area operations

Reduce TVA operation and maintenance costs

Promote economic development




Decision Factors

* Low occupancy rate of Knoxville and Summer Place
complexes

» Ability to consolidate operations in Knoxville region

 Assessment that determined most economical
option

* Reduction in operations and maintenance costs
while promoting increased economic development
opportunities




Recommendation

« Authorize actions to convey a portion of the
Knoxville Office Complex and the
Summer Place Office and Garage Complex
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Executive Vice President
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Purpose

Updated Reservoir Land Management Plans and
Comprehensive Valleywide Land Management Plan

Chickamauga Fort Loudoun
Great Falls Kentucky
Nickajack Normandy

Wheeler Wilson




Multiple Reservoir Land Plans Project
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Multiple Reservoir Land Plans

Allocate land in the Valley for public good

Guide approvals, permitting, and decisions

Address public issues

Comply with TVA policies and guidelines




Valleywide Land Plan Range Updates

» Update land use allocation designations
* Ensure long-term viability of Valley land

* Protect and preserve land use




Valleywide Land Plan Range Updates

Allocation Designation

2011 Comprehensive
Valleywide Land Plan

Allocation Ranges
(Percentage)

Proposed Comprehensive
Valleywide Land Plan
Allocation Ranges
(Percentage)

Project Operations 5to7 7to 10

Sensitive Resource Management 16to 18 1410 18

Natural Resource Conservation 58 to 65 56 to 63
Industrial 1to2 1t03

Developed Recreation 81to 10 81to 10
Shoreline Access 5 5t06




Recommendations

* Approve Reservoir Land Management Plans for
Chickamauga, Fort Loudoun, Great Falls, Kentucky,
Nickajack, Normandy, Wheeler, and Wilson
Reservoirs

* Approve updated Comprehensive Valleywide Land
Plan allocation ranges
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